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China's Currency Policy: An Analysis of the Economic Issues

Summary

Chi'mmapolicy of intervening in currency markets t
the renminbi (RMB), against bhemUi Ssudobfacoandr
many in Congress over t hoef psaesve rdaclc adlies twohrot ivvi ee we ci
trade policies that are used to convey an unfair

export ecrhsa.r gleh efyh actu rGheinncay pol i cy is intended to n
less expensdrvtes mmrde ieaxspdmgpi ve, than -would occur
traded.cdhegnayguestgntfthbenRMB uwsdearnvd ltuheadt a gai
this has been a major coamde idafiioadi ttso wihteh |G@hrigrea a
siigihi cant declinejobbsUifl. rmzenfagtarsng

China began to peg the RMB to the dollar in 1994
per dollar and kept the rate constant through Ju
tragamgner s, it moved to a managed peg system an
appreciate over the mnext three years. time July 20
effefhe global ero@hmxrplirticscissumpgdr RMBation in J
2010. From July 2005 through June 2013, the RMB
against the dollar aadjbytdd¥% basansre@®@VvVefinheéeapa
Chi'macurrent account s ucrupmuulsa thiaosn doefc l1fionreedi,g na nedx cil
has stfoawetdor s that have led some analysts to con:
against the dollar as 1t once was.

The effecsscofr€hepapolicy on the U.S. economy a

unddmeas o(mesnt end), then it might be viewed as an
artificially lowers the prices of Chinese produc
this benefits U.S. cons umma de ammadr tlds.oSnp ofniemrhss , t tbautt
could negatively acfofnepceftiicnapsdt « ihre i W ASwo nikdpeswtal ued
RMB might also have the effect of 1limiting the I
under a floatingThetWrdin§tatast ¢ci@hyidsntad mragfef ected b
pur chases uvorfy W.eX.lu rfard¢imesdse.r vention in currency mar
accumulate large levels of foreignitelkehamsge 71 es e
to purchase Sh.ch. pditabc hases help the sU.aSnd ghoevliepr n m«
keep U. S. i nTtheersees tf arcattoerss lsouwg.gest that an apprec
b e nesfointe elt.osh.emic¢ ors, hutferdgasively

Thef f eft hrse cgglndatbiadanci al focuses haventeon on the n
gl obal iinmbaavlianngcse,s i nvestmewtthamegarddeto E€Ebpreaia:
United States, 1in orndyere ctoon oanviositdsi fcaotmitheerude dtihsamtk ¢C
greateps to rebalance its economy by lessening i
investment as the main,whrniweerbo osft iintgs tdheod @emicd g
cons ume r( wheintahn dwoul d 1 ncr e &Am ledadCshel dh ecswer i emmpooy tpol 1«
seen as an important factor in achieving this go
Currency bills aismeduntenddrpoebiag Khvaabeen 1nt
of CongresFTheiHewes @O0 dcpuprrroevnecdy ' ®adndgdr dsns tahred ItlHe Se
passeidn otnhGongrR2eGwrrency legislatiofomgsebsegn pr o
incl HdRngn¥76 1114 recent years, congressional ©c¢o
currencies have moved beyond China to include th
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Introdantdi O&Oner view of the Cur

Chi'mmapolicy of intervention to limit the appreci
against ththedoldawrramedies has become a major sou
trading partners, ¢éSopmaeaiamddlyystthe dantend SthatesCh
“mani puiltast ecsurrency in order to gainnamdfaiTheyade

further ar'guenddavalhedacurrency has been a majo
trade deficits with China and has contributed to
especially in manufact ureiborgn.a rBr 2s0slde nt dheafd b aChhuai endat a
currency putthuldeS cofmprmd t’datmeda chies apd wadngteadg e¢,o ma k e
addressisnguChiemay po’Atcwy mewepcpnferenye in Nov:
President Obama st d&goc dahechad aCrhd nmo-xh@setdcdvdasrychst ean m
for thePandutrraetnctyhe United St%etmeosuughndiotemonghou
Legislation ¢ ocaddarscy hlimnay has been introduce
since 2003. The House passed currency legislatio
although no®Wa Maczide 2Rg p2dsent ant iivnet Hoadiudceerd Le v i

12%61arify that U. S. countervailing duties may

fundamentally undervaluedOwrwdea eh,cy2 ®f3 ,anSe faotreern g
Br own 1 nSt.r oldlubhcheidc h would require action against

recent years, congressiodetvebnedraosroerci ms $ aha
to other countries as well, leading some Members
in future U.S. trade agreements.

China began to gradually reform its camdency pol
of June 2013, the RMB has appreciated-by 34% on
adjusted basis) against’stheadeSsudplhaes hmvaeddi
recent years and i1its accusmulHag ioohowdd foFldgam fexa
some analysts to conclude that the RMB exchange
mar ket levels, or 1s, at best, only modestly und
RMB remains sighuéddcagasiygsuntdbevdollar and compl
appreciated little against the dollar since the
pressure must be applied unti-bashd €khechangegopate
Al t houghs tesc odniofnffier as to the ecamgrhitothafvleect s an
United States (many cite both pogsddtismremamy negat
flexiblyi Cvbmhdnbeof several rredduvms glhalbalwesinrhbd he
which are believed to have been a major factor t
economic slowdown. They furthers coowmntedomodn g hat cur
interbestause it would Qhissatgroovmmondo mheoeplFedgedcy.
continue to make 1ts c¢cur mainmtytahpaotd dacpyp rneocriea tfilnegx itb
too quickly could cause sigmidipamtt sodbt dros),e swi
disrupt the economy.

Some ecowmeomtiisdans whet her RMB appreciation would p
the U. S. economy. They argue that prices for Chi

! The official name of Chiria currency is the renminbi (RMB), which is denominated in yuan units. Both RMB and
yuan are useihterchangeablyo describe Chiria currency.

2The White HouseRemarks by the President at the Senate Democratic Policy Committee Issues Carffetemegy
3, 2010.

3 The White HouselNews Conference by President Obaiavember 14, 2011.
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consumers and U. S. firms that wuse impaddietdi oCrh,i ne
an appreciating RMB might hesden ot parChiases dJ. Sov
securitiesc,aubbheY ¢chi ontteot @dsiksterag efSurther argued tha
currency would do 1itty ef c¢d-tonisghsitfeed mfainrunisa c(tiumc Inugd
fir ms) in China to the United States:; instead, S
l oovost East Asian countries. Finally, it 1is argu
Uu. S. expobug theChkifdacts of lower prices for U. S
to a Il arge ’se xrteesnttr ibcyt iCvhei ntar ade and i1investment ba
reform as part of a broad set ofs egogaolasl st hiantc | h.dSe.
inducing China to rebalance 1ts e ceoxnpoonryt sb ya nmla ki n
fixendves,t nenmain soureecsno®mii Chgmawt h; el iminate 1
seek to promote and protewhel@hfnemse) firmdu¢espea
investment barriers; and improve protection of LU

This report provides an erview of the economic
Chi'macurrency policy. It dentifsesutheneyopomic
for both China and the Uni tCehdi nSat ameerse, taon da lploosws iib
currency to significantly appreadiiatee pahaptos afllso at
seth addrs(sasndChoatnmé¢ducopancyipeoelicy.

oV A
1 n

=
()

ckground’sofCu@€hiemay Policy

Prior to 1994,d (Gh idnuaa Imaeixncthaain ge rate system. Thi
exchange rate system (which was usbeadsebdy t he gove
exchange rate system that wWsawapsmialktyhdunphrters
acceferdiogn exchange was highly restricted in or
black market for foreign exchange. The two excha
exchange rate with the dollar hien slwa9p3 mmarsk e5t.s7.7 vy
Chismadual exchange rate system was <criticized by
it (and other policies) placed on foreign 1import
In 1994, the Chinese government unififed.TBe two
yuan to the dollar, which eventually was allowed
relatively constant until July 2005. The RMB bec
(trade) basis, but not onfoaecgpiitmtG@Glhmogt® uing bas i
regularly obtainabPRrdmrld 4 ewsttmelnt] pluy pdG&S, Ch
policy of pegging the RMB to the U.S. dollar at
dol 1l ar The pegaapgpdayr d nte ndevde t be opmwr olmot e a 71 el a
for foreign trade and investment in China (since
rateas policy utilized by many developing countrice
Chi nceesnet ral bank maintained this -dpeengo nbiyn abtueydi ng (
assets in exchange for mnewly printed yuan as nee

4 These were governmenanctioned foreign exchange adjustment centers (established in 1986) to allow a limited
amount of trade in foreign exchange, although the central government intervened to prevent the RMB from
strengthening beyond 6 yuan per dollasu®e: U.S. Department of Sta@untry Reports on Economic Policy and
Trade PracticesFebruary 1990, p. 253.

5 Overseas investment by Chinese citizens is tightly regulated and restricted by the central government. For example, it
would be very difficultfor a Chinese citizen to open a savings account in another country or invest in shares of foreign
stocks without permission from the government. Limiting capital outflows from China is a key policy tool of the

central government to control exchange ratitkin China. In addition, some analysts contend that China fears that an
open capital account would lead to capital flight, which could undermine its financial system.
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yuan As a result, the exchawngri &,tltdeec sbpeittwee en t he
changing economic factors which could have other
depreciate) relative to the dollar. Under a floa
t he t wo gcoooudnst raineds a s s e t se xwohualndg ed ertactremionfe tthhee R MB

2005: China Reforms the Peg

The Chinese government modified i1ts currency pol
RMBs exchange ra“adj wetthtl bgcbmseed on market supp

refetenegchange rate movem@mnd tohfatc utrlrec necxi celsa n ge
the U.S. dollar against the RMB would be adjuste
2.1%. Unlike a true floating excthuiaantge brya tuep, ttoh e0 .

(later changed to 0.5%) on a daily basis against
After July 2005, China allowed the RMB to apprec
200t50 July 21, RMBOBxchhagdolthate wapprfcomtB8ohl of
18. 7% (or 20.8% if the initial 2.1% appreciation
situation at this ti Ymea nmigghdtmbbrek &#bte sfto rdceessc rdiebteedr na
gener al dire’st mowe mf ntvheermRnBntth er egoar ded i1its rate
through market intervention.

2008: RMB Apiarletceidati on

China halted its currendyplappQOBIVHs cmai ployt i cy ar
because of declining global demand for Chinese p
global financial c¢crisis. IntheO09PprefhPmesycaxport
Chinese goveramenhoucecpoddi edffi eddxdarctt ories were soh
over 20 million migrant workers lost their jobs
economic dhowdeponse, the Chinese government int
appreciation of t HRMBRMBItlart ke chalnlgar .r alihee wa s h ¢
constant at 6. 8Butndhrd@kgh. around mid

61t was later announced that the composition of the basket would include the Helignt the euro, and a few other
currencies, although the currency composition of the basket has never been révibaledlue of the yuan were
determined according to a basket of currencies, however, it would not have shown the stability itigasnisathe
dollar between mik2008 and mie2010, unless the basket were overwhelmingly weighted toward dollars.

7 China Daily, February 3, 2009, lattp://www.chinadaily.contn/china/20092/03/content_7440106.htm

Congressional Research Service 3



China's Currency Policy: An Analysis of the Economic Issues

Figure 1. Nominal RMB/Dollar Exchange Rate: January 2008 to May 2010
(yuan per U.S. dollar [mrahly averages])

6.60

6.70
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7.00
710
720
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Jan-08 May-08 Sep-08 Jan-09 May-09 Sep-09 Jan-10 May-10

Source: Global Insight.

Note: Chart inverted for illustrative purposes. A rising line indicates appreciation of the RMB to the dollar and a
falling line indicates depreciation.

2010 RMB Appresiation Res ume

On June 19)s XZ@EmhG, aCh iBseankka, n kt hoef PChoipnlae ( PBC) , stat
current economic co‘ipdiotcieemnds ,fuirtt hlead wd ¢ hi ded otran ¢
exchange rate regime and to ehlhanubedhouRMBnygxth
ontei me reval diatt ilomsi mpdrattdamtg to avoid any sharp
RMB exchdngepanteso that Chinese corporations co
t hr dcavwegh nwd wrgaydi ng) ttiwmnamfapgphree ciua rency. Many ob
timing of the RMB announcementis wausr riemtceyn deod iicny
being a cent®R2&] sfuonenia ¢ o The o@t o )IXMYkHntehe2 010.
RMBs exchange rate with the dollar has gone up a
resumed, but ovefFarlolm Jiutn ¢h als% lagpapQr kelc 4 sat madd )wa s r e
tduly 10,yu2a0nl/3d,oltlhaerweetktc hmn@k 3 I att cappt 6%.7ation o°f
Most of the appreciation occurred in 2010 and 20
RMB appreciated by ofl)LdXDsthlo%vsa gtahien satn ntuhael dpoelrlcaern.
in ths RMBue against the dollar from 2001 to 201
appreciatidf08cwhenedtinose by 9. 4%.

p
A

8 Thefact that thecurrencyhas appreciated some days but has depreciated on i@isessa number of questions as to
theextentand pace¢he PBC will allow the RMB to appreciateer time Many observers believhat this is a sign that
appreciation of the RMB will happen over a long period of time, but in an unpredictabla amgffort to limit RMB
speculation and )i nWHiowhs oduChd ochehamyaleiyl i z e

9 The exchange rate went fron86 yuan per dollar to 6.17.
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Figure 2.Average Monthly Yuan-Dollar Exchange Rate s:June 2010-June 2013
(yuan per U.S. dollar)

5.8

6.2 7
oy /——\/—/
6.6

6.8 /

Source: Global Insight.

Notes: Chart inverted for illustrative purposes to show the appreciation or depreciation of the RMB against the
GROODU 'DWD DUH WKH &KLQHVH JRYHUQPHQW:V RIILFLDO PLGGOH UDWH

Figure 3.Annual Percent Change in the Yuan/Dollar Exchange  Rate: 2005 to 2012
(percent)

10

2005 2006 2007 2008 2009 2010 2011 2012

Source: Global Insight.
Notes: Change in average annual exchange rates
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Factoring in InWeaghbaedaRhHoWwsade

Some economists contend that a more accurate mea
invoacmesu ngi ffoerences in inflation-bheweenl China
exchange rate. This approach is relevant becausece
United States, then the prices ofev@Ehi mweisteh tnroa dab
change in the nominal exchange rate). In effect,
UnidStates acts as a de factnoe a2p0p0nSee i 30153 n €hi hhe
cons umeirn fplraiteikoonu tw a3glh%a r tUh Ba l evel. Factoring 1in
RMB/ dollar exchangeMB aatpep riencdiiactaetde si nt hraeta It htee rRms
per@aoad oppds¥ucrtowasmne on A nominal basis).

A broader measu’semome mofiltd dhlhivBgMBaets exchBnge rate
major trading pawémnghsedbyi mwdeng(ia. ¢rade basket o
adjusted dbremnnif¢fié¢afofmalcttiova stlRhéeaBgrekraf e.
International Sedsdvdkmemtisndi@ai nff@ad nmaj or economie
61 tradifEuophramseirmdefkuldebleecauns coverald changes
exchange rate withasta —mmdojdd g utsrta dihneg Upnairttende rSst a t
relative peg to the dollar has meant that as the
number of major currencies, the RMB has deprecia
example, from July 2008 to Mayh20d0] 1 whewasth&eRD)
constant (at 6. 83 yuwvaen gphetre dd ccixlcdoedn, €dhtilmeatree al t r a
currency ( bas edmaojnori tesc otnroandice s¥)i.Bahppe e i huead DGI @
(when appreciation ofumbkd)MaMB d2t0CX ihree @bl §t madeva s
weighted eaxprhraencgicatread eby 16. 9%; and during the f
4. % dleIXVH

10 This report uses the monthly consumer price index from Global Insight to calculate the real yuan/dollar exchange
rate.

LAtradewei ghted index reflects the relative itseffisrtance of eac
calculated athegeometric weighted averages of bilateral exchange. ratesrding to Chinese data, the United States

is second largest trading partner after the European Union (EU). Thus the dollar accounts for a significant portion of the

index—it averaged 19 points (out of 100) from 2008 to 2010, while the euro averaged 19.4 points.

12 Bank of International Settlements, BIS Effective Exchange Ratbgpaffwww.bis.org/statistics/endex.htm

131n comparison, the nominal percentage change in the yuan/dollar exchange rate over these periods was 9.6% and
1.3% (based on morithaverages).

Congressional Research Service 6
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Figure 4 &KDQJH LQ &KTae-WeighteDd @&Exchange Rate: June 2010-May
2013

(Index based on average annual 2005 da@a (2 100])
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Source: Bank of International Settlements.

Note: :HLJKWV FDOFXODWHG E D Ve &oRomiaes.Kriflqion. daldMatdd GsihgZriedgitements of
national consumer price indexes.

Concerns in the Unisefu$Staney &Fvoédicghi
TraBeficits and Jobs

Many U. S. polichbmaskeessaaddcbkbabarnrepresentative
Chinese gmaer p’imbtast ecsurrency in order to-make it

a-vi s the U. S. dollar, thus making Chinese export
expgoer to China more expensive, than they would bec¢
mar ket ™Fheryc efsurther contend that, while a pegged
durings Cehairnlay st ages of economic icayelgapmeanttheits
of Chimaonomy and trade flows, and the impact th
Crihater ¢chertghecad t he undervalued currency has be,.
burgeoning U.S. tr adger edve $8ideaih ] 2w &k B3 LTHhiball whanchn
2012 and is projected to reach $Ma2y5 2bGidlBlgiron i n 2
facthast have ebveedmre neciet od ashinese currency manipul
have Cthed’svmma s si ve accumulation ofidfoheignzexohange
account “Chrimlausess bis flamr gtelset worlldeér of foreign e
grew ZitW®iml 1$i olt o3 . B3r 2@ ki 2 8 -2n d ywalrues ) .

141n general, U.Sinvested firms in China do not appear to be as concerned overthevalueefChi currency 7rtel at
to the dollar as are U.S. impeensitive firms that compete with lepviced Chinese products.

China emerged as the world’s largest merchandise exporter
seconding largestenomy. These rankings have stayed constant through 2012.

16 The current account balance is the broadest measurement of trade flows because it includes trade in goods and
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Mawnw analysts contend tshaftorlearggne eixrcchraenagsee sr eisre r Gleis
significance of Chinese intervention 1in currency
which, they argue, has ’bebar ge manno mackcaocutnotr shbhuer bpil n
According to oneseconomnstacaoveonpunbalance 1increa
cents for each dollar¥Aspeman obt Il Gwmiclyod 1 mit gmr v e n
exchange holdings grew significantly from 2004 t
each year, but that growth slowed)LdK@gHphyg in 201
annual rate of increastofpegneatckchhapggeiesar Chsn
rise in 2004, to 27.2% in 2008, to 4.1% in 2012.
Chi'scaurrent account surplus rose from $69 billio:
in 2008. It then declined over the next few year
$192 billion in 2012, accor dMRPMdmoe tshiegdinftiea mmtt li
Chi'macurrent account surplus as a percent of GDP
of 10.1% in 2007 to 1.9% i®°Ia0hd,dils toeni maCrhtdésnsae d
of goods and sef vGDPDBsdacscl angpert®h%B3ma Hh@GT otracal
27.685% 2012, akbIJXKWHicated 1in

Many analysts contebdctuhaenhanpgcduag ismr@PHusaes 1
do with the effects of the global economic sl owd
fo Chinese products and led to a fall in foreign
China currency policies (although other Chinese
decline of the current accoubtosurfgliansed swmvlk sd me
consumption which were employed to maintain rapi
economi@lmrad sliwl)y 2010 report, t htee rInMF twhaerrnee dw at sh
potentCha’dsaifzoarbl e ocuunrtr esnutr pal cues cees t if tomnel amss wmirr ens

wound down and thleegagl alfd Ir ekmiveat9 12, the I MF st a
although t hse cfuarlrle motf aCchcionvant surplus was a welco
was achiee weodstatoft ri siagamatgrhnhhet hmbhlaatesof i1
spending, whi ch, the I MF a®sessed, would be diff

services. It also includes income flows and current transfer payments.

17 Gagnon, Jogeh, The Elephant Hiding in the Room: Currency Intervention and Trade ImbalaRe&rson Institute

for International Economic&Vorking Paper 12, March 2013, ahttp://www.piie.com/publications/wp/wp13.pdf

®China’s accumulation of foreign exchange rteserves in the
quarter.

¥Si mi 1 a r 1nyerchaddise trade surplussefrom $32billion in 2004 to ahistorical high of $297 billion in

2008. China’s merchandise trade surplus declined over the
billion in 2012.

20|MF, Press Releaseuly 17, 2013, atttp://www.imf.org/external/np/sec/pr/2013/pr13260.htmNot e, t he I MF’ s
2013 estimates of China’s current account surpluses as a
estimates it made in April 2013 (aB2% and 2.6%, respectively).

22For additional information on Chi GRSReportREIZPIKL QDY t he gl
Economic Rise: History, Trends, Challengasg Implications for the United Statdsy Wayne M. Morrison.

2IMF, 3BHRSOHTV 5HSXEOLF RI &KLQD 2 StaffiRépoilt; SGfHStadeSBeRtQPUiI OlMioDnvstioR Q
Notice on the Executive Board Discussidualy 2010, p. 1.

23IMF, 3H R S Opufilié db €hina: 2010 Article IV ConsultatidnSaff Report For the 2012 Articlév Consultation
July 6, 2011, p. 1.
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Figure 5 & KL Q Drrént &ccount
Change in Forei
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Figure 7.Chinese Exports of Goods and Services as a Percent of GDP: 1990 -2012
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Source: Economistntelligence Unit.

Congressional Concerns Over Currencies Extends Beyond China

China is not alone in being accusechafing an undervaluedirrency. Several other countries have been accus
of attempting to keep the value of their currencies Ithwroughdifferent efforts, including monetary policy

A July 2012 studgythe SBHWHUVRQ ,QVWLWXWH IRU ,QWHUQDWLRQDO (FRQ
EDVHG RQ "H[FHVVLYHp OHYHOV RI IRUHLJQ H[FKD Q J Hioplr At &ty
industrialized countrie®t The studyidentiied 2 HFRQRPLHYV WKDW P D Q [uSKD\DMEH R/QK ¥
their FERs as a percent of GDP and the cumulative asgén FERs as a percent of GDP in 2012, the most
significant of whit were China(considered by the authors to be the most significant in terms of the size of
&KLQD:V HFRQRP\ D Q Gnamidof )ntérveriidp Denhkakk, Bong Kong, Korea, Malaysia,
SingaporeSwitzerland, and Taiw@hThe Peterson Institute estiated that currency intervention by the 22
economies increased the U.S. trade and current account deficits by $200 billion to $500 billion and caused
of 1 million to 5 million U.S. jobs.

In September 201, Representativélike Michaud sent a lettetWR $GPLQLVWUDWLRQ RIILFL
DERXW .RUHD-V RQJRLQJ LOWHUYHQWLRQ LQ LWV FXUUHQF\ DQQ
that the KoreaU.S. Free Trade Agreement (FTA) has been implemeiitiee.undervaluation of #gnwon already
gives Korean exports a competitive advantage over-th&le goods, and if left unchecked it will neutralize
Korean tariff reductions included in the agreement.

24 peterson Institute for International EconomiCarrency Manipulation, the US Economy, and the Global Economic
Order, by C. Fred Bergsteand Joseph E. Gagnon, December 2012.

%0t her “mani pul a tLibyasAlgeria, Saudi Arabia,d hailandp Mataysia, Israel, South Korea,
Argentina, Bolivia, the Philippines, Angola, Kazakhstan, Azerbaijan, AngathRussia.
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Japanese policies to boost economic growth, including quantitative easingdnetary expansion) have
contributed to a sharp decline of the yen in international markets and have come under criticism by policym|
LQ VHYHUDO FRXQWULHV ,Q 0ODUFK *DR ;LTLQJ KHDG RI WK
sovereignZHDOWK IXQG UHSRUWHGO\ ZDUQHG -DSDQ DJDLQVW XVL
devaluating the yen through the use of expansive monetary Félilya March 2013 Senate Finance Hearing of
trade policy, Senator Debbie Stabenow stathdttan agreement to include Japan in the T+Rasific Partnership
(TPP) negotiations should includdes to counteract currency manipulatidty Japan. She statétiwant to
indicate for the record that unless we see changes on currency manipulatiogffants and benchmarks to Japa
opening their markets, | can't imagine why would we want to proceed with asiahed agreement as it relates to
American manufacturing and the automobile indu$tfyOn April 12, 2013, Representative Levin, reacting to th
AGPLQLVWUDWLRQ:-V DQQRXQFHPHQW RB® F DI F Q@M USNDQ MUNEHalSdHL
of any mention of currency is highly problematidalpan has used currency intervention to give Japanese autd
companies one of their most siiicant unfair competitive advantages, adding tens of billions of dollars to thei
operating profits for every ongen drop against the dollg8 While economic theory predicts that quantitative
HDVLQJ ZRXOG FDXVH D FRXQW U\ t\8héud-i¢ Daped thaliCnas Hedd Rsed i Sbny F
countries following the financial crisis, including the United States.

In a May 2013 lecture, C. Fred Bergsten from the Peterson Institute statedhbahternational monetary systen
‘now faces a clear argtesent dangercurrency wars. Virtually every major country is seeking depreciation, or
least norappreciation, of its currency to strengthen its economy and create jgbs

A June 6, 2013, letter to the Obama Administration from 230 House MembersieTPP stated that it was
‘imperativepthat the agreement address currency manipulatwinich K D &ontributed to the U.S. trade deficit
and cost us Americajpbs {?

The current high rate of unemploymegobncernkhke Uni
over the perceisvecdurirmepnaccyt poofl iCChyi noan t he U. S. e Cc o
empl oyment. Many have argued that RMBSamepreciati
anal ysts contend that thereradeaddfrect eondr &1 8t
losses. F@&0O k&xuadnyp lbey, tahe EconomicstBRali¢hel s Si
trade deficit with China (whishcBPFeabtbygimolisgcy)
the loss or Himiplhlagoemen¥%howd whiicth, mZvufacturing)
and 1$DHe EPI report states that, while U.S. e Xp
imports fdiosnp [Cahcien aAmer i can workers who would ha
products in PICd aUmist aboSitatthe. negathwagofifect
U.S. employment and trade are of tsenecjoungsotmayp ohsae d
grown rapidlyyeuwes (heapaGDPfprvewfath. 2% d£vyomage
2008 t)a 2whli2A e ohtaheearp eccromudn® wteiakgsn a nts i jmrcewtt th e
beginning of the gllhoibsa lh afsi nlaendc isaolmec rciodmnse nt at or s
%Wall St. Journal, “China Fund Warns Japan Against a *Curr
2T Inside U.S. TradeApril 13, 2013.

28 Office of Congressman Sandy Levin, Press Relé&s&. Announcement on Japanand JPP Apr i 1 12, 2013.

29 peterson Institute fdnternational Economic®ress Release, May 16, 2013, at
http://www.iie.com/publications/newsreleases/newsrelease.cfm?id=203

30 Office of Congressman Mike Michaud, Press Rea Majoyity of House Members Push Obama to Address
Currency Manipulation in TBP” J u n e h&p://mizhdud.house.gav/prerelease/majorishousemembers
pushobamaaddressurrencymanipulationtpp.

31 Economic Policy Institutethe China Toll: Growing U.S. trade deficit with China Cost More Than 2.7 Million Jobs
between 2001 and 2011, With Job Losses in Every, Btafeobet E. Scott, August 23, 2012. Note, some have
criticized the methodology used in the report, which assumes that the U.S. trade deficit with China has a direct and
significant effect on the level of employment in the United States.

32|pid., p. 8.
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exchaniget emtempt c §beengtgsa ra t Kpyo lnied g hbiore . , meant to
Chinese economic dewtlopmentThanthkeecekxpegnet clai
the 'RMBffect on the U.S. economy wiAnd be analyze
Economic Anal ysis ’sofCutrhjde mkcfyk «ld.nfip.]1 eef ¢ cCrha mias t Pa ul
Krugman2009% hatgudcdd undebrevcaolmee da RsMBg nhiaf i cant dr ag
economic recover gl owstaednagl emlga lt h@eDsPpidicyihahl. 14y6, h mmtd
poor e®Bac¢ause of these hfaavcet oartsg t esd@hmien aMesmbewlIsd b
by the Department of the Treasury as a country t
unfair trade advantage (see text box).

3¥NewYok Times, December 31, 2009. Krugman also estimated t ha

losses in the United States.
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,V &KLQD D "&XUUHQF\ ODQLSXODWRU"

The U.S. Department of the Treasury is required on a biannual basis to ig2epat to Congress on Internation:

Economic and Exchange Rate Pofioiegor U.S. trading partneB$, DQG WR "FRQVLGHU ZKHWK

manipulate the rate of exchange bewvetheir currency and the United States dollar for purposes of preventing

HITHFWLYH EDODQFH RI SD\PHQWYV DGMXVWPHQWYV RU JDL&IfQuthX
manipulation is found to exist with respect to countries that hawaterial global current account surpluses and
have significant bilateral trade surpluses with the United States, the Secretary of the Treasury is directed to
negotiations with such countries on an expedited basis in the International MonetadyoFbilaterally, for the
purpose of ensuring that such countries regularly and promptly adjust the rate of exchange between their

currencies and the U.S. dollar to permit effective balance of payments adjustments and to eliminate the unf:
advantage. Cha was cited as a currency manipulator five times by Treasury from May 1992 and July 1994 c

such issues as its dual exchange rate system, periods of currency devaluation, restrictions on imports, and
access to foreign exchange by importers.

ManyMembers of Congress have expressed frustration that Treasury has not cited China as a currency

manipulator in recent yeag§.Observers note that the language in the statute is somewhat unclear as to what
policies constitute actual currency manipulatiot& WKH H[WHQW RI 7UHDVXU\-V GLVF
determination). A 2005 Treasury Department report stated that such a determination under the guiding statt

ZDV "LQKHUHQWO\ GLIILFXOWp EHFDXVH RI WKH LQW Hudaighbuit tRel P
ZRUOG EXW VDLG WKDW VXFK D GHVLIQDWLRQ FRXOG EH PDGH

$ *RYHUQPHQW $FFRXQWDELOLW\ 2IILFH *$2 UHSRUW RQ WK
that in order for Treasury to reach a positive determination of currency ipafation, a country would have to

have a material global current account surplus and a significant bilateral trade surplus with the United State:
ZRXOG KDYH WR EH PDQLSXODWLQJ LWV FXUUHQF\ ZLWK WsKdhtérd(
WKDW 7UHDVXU\ ZLOO QRW FLWH &KLQD DV D FXUUHQF\ PDQLSXC(

"LQWHQGHGM WR JLYH LW DQ XQIDLU WUDGH DGYDQWDJH VLQFH
attempts to slow or hdlthe appreciation of the RMB (as opposed to sharply depreciating the RMB). Other

observers contend that as long as China continues to take steps to make its currency more flexible, Treasul

refrain from citing China. A third theory states that citi@pina as a currency manipulator would have no practi

effect (especially since China and the United States are already engaged on this issue at the highest gover
OHYHO RWKHU WKDQ WR "QDPH DQG VKDPH u D StRihof \prodecha\any R

concrete results. However, some U.S. policy analystsNehbers of Congress have strongly urged the Treasu
'HSDUWPHQW WR GHVLJQDWH &KLQD DV D FXUUHQF\ PDQLSXODW
argued, the UL WHG 6WDWHYV ZRXOG EH VHQGLQJ D PHVVDJH WKDW LW
policy and it could encourage other countries to rally behind the U.S. position (including withiillEye/hich

exercises surveillance of its members currgpolides), and could possibly lead to multilateral meeting/agreem

on global exchange rate realignméhSeveral bills have been introduced in Congress over the past few years
ZRXOG DWWHPSW WR OLPLW WKH 7UH D VcKds orl Hnféualwee cu@entiesd by L V F
requiring it to identify certain misaligned currencibased on specific criteria, regardless of intent of the curren

policy.

\
exchange rate at levels, or ranges, such that for a protracted period the exchange rate differs significantly fr
rate WKDW ZRXOG KDYH SUHYDLOHG LQ WKH"DEVHQFH RI DFWLRQ E

34 As required under §3004 of Omnibus Trade and Competitiveness Act of 1988 (22 U.S.C. 5305).

35This language appears to ledveen taken from Article 1V, 81 (iii) of the Articles of Agreement of the International

Monetary Fund (IMF), which st at eavoidnaaipulatingeexchange satesoh oul d,

the international monetary system in order to prevettve balance of payments adjustment or to gain an unfair

competitive advantage over other members

%Many members sharply c¢criticized the Department of
2010 exchange rate report (usuadiyued in March or April). That report was issued on July 8, 2010 (after China made
its announcement on currency reform), and it did not cite China (or any other country) for currency manipulation.

37U.S. Department of Treasurgemiannual Report on Inteational Economic and Exchange Rate Policies, Appendix:

Analysis of Exchange Rates Pursuant to the Rovember 2005.

38 Testimony by C. Fred Bergsten, Peterson Institute of International Econ@uicscting the Chinese Exchange
Rate: an Action Planbdore the House Ways & Means Committee, March 24, 2010.
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LegislativeoPAdgonead sUndervalued Curre

Numerous bills have been introduced in Congress
induce China (and other countries) to reform its
effefhat policy on the U. S.ntercoodnuocneyd.C oFnogrt hesxsalnDp8l e
by Senato¥. Skh&@meght to 1impose additional duties
products unless China abpvEEkse aleus dat acpuprnraernecdyc y t
bi HIR( )23 h8'fwemghkllss and the8. S9itnd tteh ep alsls,2etdh oGoen g r
though neither became 1 aw.

Over the past few years, some |l egidulmptiinge amdopos
countervailing duty meas usr eusn dteor vaadldureeds sc utrhree necfyf, e
treatniexpert subsidy (countervailing measures)

determinadummi mgd dwmttiie s . This would Ilikely incre
dumping duties on certain importwhdthbemr Chuah. A
measures would be consibheteWor wdthr WO Ondpdnigad tio
Some contend that the WTO allows countries (unde
trade remedy Il aws, and t hwmsderhwayl wmartgiucen tah afta cmtadkri
determining codnmprugi diunhngeser wontd be consistent
of such proposals counter that WIO rules do not

a facto t hat ¢ atnr abdee urseemde dtyo aicmpiloennse,ntand t hus,

mi ght be challenged by China (and possi®®ly other

Another major objective of various recent curren
tarde laws that require the Treasury Department t
“‘mani ppthetie currency. Treasury has mnot identifie

since 1994, Some bills have syuwdhdul d oi demrtaitfey ac @
with currencies that were estimated to be fundan
regardless of intent. Such bills 1ist a number o
Uu. S. gover nment twaokuel da gbaei'pndsitd cecet mptda itweos .

Some supporters of currency legislation aimed at
will induce China to appreciate dctosntceunrdr etnhcayt mo r
such legidslamttiagmndewl China and induce 1t to sl o\
Anot herotftoappiosnetnhtast China might also retaliate .
and/ ornVWYeSted firms in China if such legislation

39 Of particular concern to some groups are proposals that would require the U.S. government to calculate the
percentage level of a currency’s mis aly-aceeptedenethodafr under valu
making such estimates (see discussion of this issue on page 15). A September 22, 2011, letter sent by a group of U.S.

business organizations to Senators Reid and McConnell arguedyHegslation that reqresthe Commerce

Deparme nt t o esti mat e t h e“créaten pracéss thakwilltba highlyesuhjeativeeandpateantially

politicized ” A copy of t h ehttpl/businessmoundtable.ongwscerftesbusinesgyreupsletter
opposingchinacurrencylegislation
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Legislati @nCoimgrtehses 11

H. R. :12''lhéé Currency Reform for Fair Trade AcHt
H. R. wla2s7 6 nt roduced abnyd eRe pLreevsi enn toant iMaer ch 2 0, 2013
identical to the one heHiRt)r 6admidc ende ai roll .ytRhied elnlt2it cha
2378 whascshed the HouLeondgurissg btyha NMblte of 284 to
H. R. wlo2ud@e k to clarify cceorutnatienr vpariol viinsgi odnust yo fl aUwsS
oreign government export subsidies) that would

o
«

fundamentally Mmasadngaedi Phabw eeaxaymplsd dyit would

that a fundamdntattygnopnpdeoshbed miner ¢ c ebDe¢padr bment a
benefit conferred by a *lonr eaidgdni tgioovne,r ntmheen tb itlol istes
t hat, in the case of a subsidy relating to a fun
subsidy (i.e., the undervaluedpoutiagc f) rmay (hav
to exporting firms), would not , for rehxtynot as on
an actionable subsidy ufdbhe BiBl wouhdedvaetingh
Depart ment to use, if possible, data and met hodo
Fund (IMF) to estimate real effective exchange
Factors that would be useddtby mihe ’sGotmmerrecmex 1y efipga r
fundamentally undervalued for the purposes of U.
an -moSnt h period): (d3abeointetedntndnlangeurrenc
effective etxicmmatnegle troatbee eusnder valued by at 1east
held by the government that exceed: (A) the amou
next;(Bga20% of mMbaeacgasdoep@eCy the valmar of ¢ her cou
the previous four mont hs.

The bill would direct the Gauhbheaslityat Dagatoment t o
fundamentally undervalued currency for the purpo
would be defined eans at hcourdrictnficeyedfee tbwtewe xchange
equilibrium real ®Theebiivefaxtcthaeangdireaces Commer
to use the simple average ‘oo ntshwel tmaettihwed oGroogu pe so m
Exchange UdRfhtsalata are not available from the I MF,
40 A number of U.S. countervailingduy pet i tions have included claims that Chin

subsidy under U.S. countervailing duty law. Some petitioners have argued that when Chinese exporters are paid in

dollars and subsequently exchange those dollars for Chinese tR&¥Bayment (RMB) they receive is larger than

would occur under market conditions because of the Chinese
low against dollar. This policy is viewed as constituting a financial contribution or pppeduThe Commerce

Department has yet to include an undervalued currency as part of its countervailing duty investigation. In one case
involving imported aluminum extrusions from China, which i
currency was a countervailable subsidy, the Commerce Department stated that additional study of the issue was needed,

given the unique nature of the alleged subsidy and the complex methodological issues that it raises under U.S.

countervailing duty law. See fexample, Department of Commerce, International Trade Administrétiominum

(IWUXVLRQV IURP WKH 3HRSOHYV 5HSXEOLF RI &KLQDFed€d Regbt®¥,LRQ RI &RXQWH
Volume 75, Number 80, April 27, 2010, p. 22117.

41 The benefitvould be defined as the difference between the amount of foreign currency received by the exporter from
the transaction and the amount that would have been received if the currency was not undervalued.

42|n other words, the undervalued currency coulddmesidered to be a measure that is contingent upon export
performance.

43 Real effective exchange rates are defined as a weighted average of bilateral exchange rates, adjusted for inflation.
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nerally accepted economic and econometric tech
undervaluation.

o 09
- O

11The Currency Exchange Rate Oversight Re

Whals4d introduced by Senator Sherrod Brown on J1
J6that Senator Brown introduce@ctiambe&r01lll ,and -
11. The Dbill would provide for the i1identificat
quimem aot correct thé&prmidaaltigg mmermst. fITchre darltlaiwmo
e Treasury Department to issue a semiannual 7r1e
licy and currency exchange raumrder whurcthe nti nl aw
uld incl
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44 See 8004 of Omnibus Trade and Competitiveness Act of 1988)(32C 5305).
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45 Under U.S. antidumping proceedings regarding imports from aneoket economy country (such as China), the
Commerce Department may determine that the normal value of the product in question cannot be determined. In such
cases, Commeraees price information frofi s u r r o g a t that hawewa marketieeonoimy to deternhne

normalvalue of the imported produdts question. Some analysts contend that this practice results in higher

antidumping rates on imports from nonmarket econonmyices than on those from market economy countries.
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For the purposes of measuring a benefit conferre
countervailing duty c¢ase,0mpoamme rtchee wolunlpd eb ea vdeirrae
exchange rates derived ’sfreogmuitlhieb raipupnl irceaatli oenx cohfa nt
and the macroeconomic balance approach to the of
World Bankadbdtg, orf odharl i nternational organi zat
data are mnot available. For a countervailing dut
currency forS.prwloludid ydiarcetcitonCommerce to calcul at
mi saligned currency by comparing tkemnominal val
equilibrium exchange rate of the currency of the
rate. For the purposes of antidumping duty <cases
for prioS.itlybhadked iomamquire the Depart meunste doft oCo mme
establish the export price or constructed export
the currency of the exporting country. Fundament
sustained undervaluattiione ofdxtchaeangeemvatd, nzgdjreatde
transitory factoersm efqruarh iibtrsi“uma d emmd t a IT"hmi ¢ & Ir img n
and measur e ment st hoef bmalsla tabpgph meat bean [ &srgely dra
2007 Deciastiecorna lonSuBriviei 1’ Pahc¢ei oevefsMembers box be

The IMF and Currency Misalignment

7KH ,0)-V '"HFLVLRQ RQ %LODWHUDO 6XUYHLOODQFH RYHU OH
policies and identified certain developmerttat could affect global external stability, including exchange rate
policies which in turn could trigger a thorough review by the IMF and possible consultations with an IMF me
Developments that could trigger a reviemclude (1) protracted largecaleintervention in exchange markets; (2)
official or quasbfficial borrowing that is unsustainable or brings unduly high liquidity risks or excessive and
prolonged accumulation of foreign assets for balance of payment purposes; (3) monetary and othiat financ
policies that provide abnormal encouragement or discouragement to capital flows; (4) significant policies the
restrict or provide incentives for capital flows or current transactions or payments; (5) large and prolonged
current account deficits or syuluses; (6) large external sector vulnerabilities; and (7) fundamental exchange r
misalignment.

A fundamental exchange rate misalignment may trigger IMF review when (1) there is a misalignment betwe
prevailing real effective exchange rate andléwel that would bring the underlying current account in line with
the equilibrium current account; (2) the misalignment is significant; (3) the significant misalignment is expec
persist under established exchange rate policies; and (4) the sighdicd persistent misalignment is establishec
beyond any reasonable doubt. The equilibrium real effective exchange rate is defined as one that is consist
an underlying current account (adjusted for temporary factors) that is estimated to besiwith economic
fundamentals, (such as productivity differentials, the terms of trade, permanent shifts in factor endowments,
demographics, and worldterest rates), over the mediurterm.46

The Obama Adns nPestr bt onnand Policies

President a®Oba

man FebrBBsammnmwd20¢ V@ ltukat cihireaacy put

“huge compet i t7awmed dies apd wadngteadg et,o’s mekereddyepol ngy
top pfAtorai tnyews conference in Novemhéena2011, Pre

46 MF, Challenges to the International Monetary System: Rebalancing Currencies, Institutions, and Rates,
Presentation by Mr. Takatoshi KatSeptember 30, 2011.

47 The White HouseRemarks by the Presideat the Senate Democratic Policy Committee Issues Conference

February 3, 2010.
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need¢é¢&gdo taohead and mosdbasttadwasiyds ean ’ifaanndk dttthaitr tdhwr r e

United States and“mtomegrh c”®u retnroiuegsh .felt t hat

Administration offic
issue as long as leg
ongoing bilateral an

d

not publicly indicate whedhessetd Ha Rpoi2BITEf or

als have welcomed greater
slative proposals do not

Administration offi1icial stated

We share the goal of the legislation in taking action to ensure that our workers and
companies have a more level playing field with China, including addressing the under

valuationoftheic ur r ency, an issue that I’ve spoken about

and others have spoken abotits pect s of the legislation do, as

C

i
i v i
d multilateral negotiations

op
the'Mongress. DuriSng Iboholmtshied eSeimagt eofin Oct ober 20

I >

about consistency with our international obligati

discussing with Congress those issues. And if this legislation were to advance, we would
expect those concerns to be addred$ed.

The Obama Administration has sought to directly
Strategic & EcSo&mEoDnmi ca ndi atlhoeg weoi(nt Commi ssion on |
(JCCRY. the end of the tMaBya c2rOeltla rSy& EoDf stehses i Torne,a s u r
GeithneWeshapedthat China moves to allow the exc
rapidly and metethroesdlyeagaes of all i1ts tradin
course, 1s crisioakbonag piforte €binentain i1infla
manage the risks that capital infloovsr dgd ntghitso ¢
broad shift to a growth™AtrahegMaheadaohp S&BOst atd
Geithner acknowledged thatClhnaahdhadambade poomoe
a more flexible exchange ratgr satsd¢re mr d Ine .whlitc hi ¢ h
l ess i exchange markets. China is also moving t
its currency and on capital ®movemenisl yn2013and&B
session, Ch icmaminteatitot emmoavtec dédoz tas rma mkeedt. e x change 71 at
I't adtdhe i@mama Aldms ns etghtipa use multilateral ¢
of 2D0)Y Gof Il eading economies and the I MF, as a m
e xt ebranlaalnces and exchange rate policies and to b
cur r@Focry.exampl e, on October 20, 2010, Secretary
G20 meeting of finance ministe23, aa@l CenThalpbam
contained three main points:

48 The White HouselNews Conference by President Obaiavember 14, 2011.
49 The White HousgPress Briefing by Press Secretary Jay Carr@gtober 12, 2011.

50Chi na’ syissua was also a major topic under the \C€Bina Strategic Economic Dialogue (SED) that was
started under the Bush Administration in 2006.

51U.S. Department of Statdgint Closing Remarks for the Strategic and Economic Dialdgiag 10, 2011, available
athttp://www.state.gowecretaryin/201105/162969.htm

52 Department of the Treasury, Press Release, May 4, 20t@p atwww.treasury.gov/pressenter/press
releases/Pages/tg1566.aspx

53 The multilateral approach may also act as an inducement for China to reform its currency policies. If other
economies (especially Asiaji@e not to intervene in currency markets to prevent their currencies from appreciating (or
depreciate them to gain a competitive edge against Chinese exporters), China might agree to quicken the pace of
currency appreciation and reform. If China went ahaad appreciated its currency, other Asian economies might do

the same. This might help minimize Chinese concerns that an appreciating currency would disrupt its export sector.

54 Department of Treasurfjear G20 Colleagues étter, October 20, 2010.
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X G20 countries should commit to taking steps
(both surpluses and deficits) below a specifi
year s

X G20 countrie s h ofwlodn ceoxmmhiatn gteo rraetfer apion i ¢ci e s
achieve competitive advantage by either weak:¢
appreciation of an2Qunnadmervgilmg dmacrukrerte nccoyu n tGr i e
significantly underval ued acruyr rfeomrceiiegsn ( and adc
exchange reserves) mneed to allow their exchart
levels consistent wi-28 edvaomed foondemeasaidhc
work to ensure against excessive volatility ¢
exchamgs. r a

X The2@ should call on the IMF to assume a speoc
on these commitments and should publish a sert
the20G countries have made to achieve these go

China and a nlmbmembdtbohgh &Gupporting efforts t
economy, opposed the idea of using numerical tar
In Februar-y 20d383ncehmi i sters and central bank g
reaffir thiomg stthaenidri n g ¢ o-dnemrti ntinmeendt et xol ahmmahr gkechtar ta t feiss ¢ a
and monetary policies would remain oriented towa
members would not target exchange rates. They no
volatility and dxshndegrl vy ameve mamt haive e@adverse i

economic and Pinancial stability.

An Economic Analysis ef the
Curreomc yt he U. S. Economy

This section examines a number ’sofunidsesruveasl upeedr
curyenan the U.S. economy. The economic effec
currency are examined later in the report

Whalts t hés”“IRtMBe X?aClawmme 1 t Be Accuratel

A major question raised bye URMBepohangmakets
dollar (and other currencies) be if China al
markets and did not ’'ssntaelrwe neand ohaw fedads tthlei
rate of ®*Bmchamamqgbtestteimpt s to ascertain to wha
or undervalued against the dollar. Several e
have attempted to es tsi mantdee rtvhael udaetgiroene aogfa itnhset

55 Statement by G7 Finance Ministers and Central Bank Governors, February 12, 2013, at
http://www.g8.utoronto.ca/finance/fm130212.htm

56 This is often referred to as the real or equilibrium ergearate and is broadly based on assumptions of what
exchange rates would be predicted to be in order to be
conditions.
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var yiemgi 1l t s . For example, four separate studi

€S

undervalued against®>25%4 d%1 lamrfreyd Yreactteisv eolfy . 1 2 %,
A 2006 Depart mernetpoerStctrh b eFr aa sswmpea forfomhall enge

i

attempting to use economic models da&rme pirednat mar
single model that accuratethaexphaehnmodsesthangeet
incorporate financial maohketcdhowsryaadng hder ahbhtb
variables ustmeadapsotdhtotwedv etrhya tt heex ami ning such model s
information in understanding exchange rate moven
misalignments ; ustee raela]l exfXdkratge cr,atnost; butlial i ze
recognizing that no one model will provide preci
misalignments where currency adjustments are not
misalignment wift e mpnalixsal ,haotda , nistditawatiomsa, falci
verify whether -btahscerd raeraes camsy rmesraklfitgmmerem.cy
The I MF appears to largely follow ¢tsher eappoprrto.ach o
TheF§ MConsultative Group on Exchange Rates uses
surveillance and assessment of the exchange 7rate
equilibrium real exchange rate (ERERhKh,apmdoach,
the macroeconomic ®Blad alhwley (MB)1 ,a ptphreo afcMB tst at e d
the renminbi remains substantialelryn bfeuliodva mtehmet sl. e v
For the first t 1 me, the I ME madlerpwlluiad iiotns evshtiic
included 3¥XRBERn dermprtolre h, 17% under the ES appr oac
appr SHewe ver, an I MF report that described 1its t
cautioned

While adopting different empirical methodologies goes some way towards strengthening

therobustness of exchange rate assessments, it should be recognized that such assessments

are unavoidably subject to large margins of uncertainty. These relate to a number of factors,

such as the potential instability of the underlying macroeconomic lirflexatices in these

links across countries, significant measurement problems for some variables, as well as the

imperfect “fit” of the models. Some of these pr ol

57 Reisen, HelmutOn the Renminbi and Economic Convergemecember 17, 2009, aiable at
http://www.voxeu.orghdex.php@=node4397.

58 Rodrick, Dani,Making Room for China in the World Econopfiecember 17, 2009, available at
http://www.voxeu.orghdex.phpg=node#A399

59 Cline, William R. and John Williamson, 2009 Estimates of Fundamental Equilibrium ExchangeFRéteson
Institute for International EconomidBolicy BriefPB0310-2, June2009, available
athttp://www.iie.com/publications/pb/pbeB0.pdf

60 Harvard Business Schoolh& End of Chimaricaby Niall Ferguson and Moritz Schularicorking Paper 1937,
October 2009, available http://www.hbs.eduésearchgdf/10-037.pdf

61U.S. Treasury DepartmerReport on International Economic and Exchange Rate Pojibiesember 2006,
AppendixII.

62The ERER approach estimates an equilibrium real exchange rate for each country as a function efemmadium
fundamentals, such as the net foreign asset (NFA) position of the country, relative productivity differential between the
tradable and notradablesectors, and the terms of trade. The ES approach calculates the difference between the actual
current account balance and the balance that would stabilize the NFA position of the country at some benchmark level.
The MB approach calculates the differenedneen the current account balance projected over the medium term at
prevailing exchange rates and an estimated equilibrium
Monetary FundMethodology for CGER Exchange Rate Assessimgat@mber 82006.

C

u

T

63 International Monetary FUNRBHRSOHTV 5HSXEOLF Rl &KLQD July DUIWUBOH ,9 &RQVXOWDWL|
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market economies, where structural change is more likghjatp an important role and
where limitations in terms of data availability and length of sample are moref4cute.

In July 2012, tHhel MEndnembared tnhaessed to be mo
reflecting a reass e snstmeanctc ooufn tt,h es luonwdeerr liynitnegr ncautrir
accumulation, and past real®ThfefddVFi ga vexahamaeger
RMBs undervaluation (described as the difference

the ratud dtcloants iot ent with funda’mpefn %0k nand desir .
May 2013, the IMF repeated its assessment that t
against a bafket of currencies.

Most studi és porfo jtehcet eRIMBmnahrek edto I vlaalru eh atvigem ¢i nnsvto 1tv e d
estimates made for a given period of time and th
changes that may have subsequently occugred, wh i
equilibrium exchanga mwndathe rwiytela rttsihmeF dsotl dedkya nopnl e , a
Chi'maexchange rate in 2009 will not reflect any

currency that has occurred since the study was d
partialtdybgydwopeksdone by William R. Cline with t
economics, who has made estimates of the equilib
including China, from 20%8 to 2013 on a semiannu
Cline fiseneamtlhd equilibrium exohaemgd maatee exkhRh)g
One of the as s untphtaito ncsu rtrheantt haec cuosuenst ibsal ances ar
temporarily oufuwdaiwanlewmdwi tChn cteh eainr es thantat e has

the fundamental current account balance should b
rate must change 1in value to achieve that curren
mi sevaluation for one countfgruesdehankesrmeehodoy
country are out of equilibrium, including countr
On onfa itnh esoofurccoent ent i on i n FEEeRqwisltichmraitermti s ¢ ho

t h appreciation tha woafdi b’eitnr eigmi rcaud rfeamrt @hcicn
bal ance. But there i no consensus based on theo
woublad, jsud gamemprndas cidddh.e determines his own curre
di fferentf ocro uCnhtirniae st he target 1is a current accoau:l
while the target for the UmhintedsSthat gyrengea ¢hrm
GDPLhe estimat’'esuomdet hal RMBuonl madeabyu&liaad pr
(such as GDP growth ahfdohoeutlsMMWdr lad cBhaomdt mrhiad a@uwtels
rder to calcul ate rafndree gwialmpb dMauyn® ReDxdc8h asntgndy us e «
ME projectsorufoen€Chaneegount surplus as a percert
stimates how much the RMB would need to appreci
ccount etrgbuedt thang is 3 %LIXUYHGATEPi. a sAtsi mantdei sc act fe dt
mount of appreciation the RMBcwomndadt nzedotwowt odu

e i

account balanceimatesgsaodh tbdaRMBl uksiton are typi
§ t
1 s

© o 0o — O

64 International Monetary Fundjethodology for CGER Exchange Rate Assessiigat&mber 8, 2006, pp-3
85 http://lwww.imf.org/external/pubs/ft/scr/2012/cr12195.pdf
66 IMF, Pilot External Sector Repqriiuly 2, 2012, attp://www.imf.org/external/np/pp/er@012/070212.pdf

87 IMF, Transcript of IMF Press Conference at the Conclusion of the 2013 Article IV Consultation Discussions with
China,May 29, 2013.

68 The semiannual series of estimates of FEERs was coauthored with John Williamson until his retirement
at the end of 2012.
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of 3% of GDP) has falle

n om a peak of 40.7% 1in
o 6.0% for April 20

fr
1 3.
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As noted enmrdlei FrE.ERCleisnte mates relatuveenoi ¢the dold
just tHes RMBy 2013 study estimates the equilibri
countries plus t hoeu neturrivehse rwmotsht Thadtopal @ed curre
April 20 1i3wDaEGeth | i 8 n k°tiThhge otrodpe rf.i ve cotuntries with
undervalued Siurgadmaomrde s vwe n,e dT abliyw82n8wWed % e n

(13.4%), Japan (13.1%), and Switzerland (10. 8%) ;

Table 1. Estimates of Currency Misalignment Against the Dollar in April 2013 for
Selected Countries

(%)

Country Estimated Percent Change in Exchange Rate
Needed to Obtain an FEER -Consistent rate with
the Dollar (%)

Singapore 25.7

Taiwan 18.8

Sweden 134

Japan 13.1

Switzerland 10.8

Hong Kong 8.7

Malaysia 6.5

The Philippines 6.1

China 6.0

Thailand 45

Source: Cline, William R.Peterson Institute for International Economi&stimates of Fundamental Equilibrium
Exchange Ratéday 2013.

There 1 s mnaoc cuenpitveedr snmaclt hyo cddosl wodgyymifoorm g r e gy 1 mar ket

exchangh?® reaccecnomiand omsds t hwtnisame used to deter miort
“equi |lebxrcihiam ge 1 ates .c hAasn giea moeys natlnitanluyosutssl yque st i on
usefulness to, Us Sprhopwiddicnylnagkoeprtse Eor an appreciat
RMBviasvis dolfTer use in trade remedy legislation
(Subypradnferred’sby ntdheer,vRaMBicalt iaosn t hrough the use o
antidumpting measures.

69 Cline estimates found several currencies to be overvalued as well.
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Figure 8 7LPHOLQH RI (VWLPDWHYV RI WKH 50%-V 8QGHUYDOXDWLRC
Using the FEER Method: 2008 -2013
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Source: William R. ClineEstimates of Fundamental Equilibrium Exchange RReésrson Institute for
International Economics, various years.

The Debate over the Effects of Exchang
Trade Flows and the Deficit

Many policymakers might expect that 1if China sig
to China wouflrdomiGki,na mpoultd fall, and the U.S.

within a relatively short perfiroodm otfh et iPneet.e rFsoorn elx
for Inter na tairognuaeld tHlmo tn20@Hidisserdk eRMB woul d [ ower t he
US. current account defi@®But btyhe& 1i00s tbe 1dfi otnhea op &
of an RMB appreciation on the U.S. ecbapmy 1s <co
and toemmg i mplications of RaViBg ea prparteecsi aatrieo nb u ta nodn et
factors that affect trade f1l ows

To illustrate that exchange rates are only one f
effect of the 21% RMB appreciation of the RMB to
U.£hina trade flows. On the one hand, during thi
by 39%, compared to a 92% increase from 2001 to
cons f@mtfH)he other hand, U.S.-200Boimtedls dtiod Chhoitn ag rdow

0 Correcting the Chinese Exchange Rate: An Action RisrC. Fred Bergsten, Peterson Institute for International
Economics, Testimony before the Committee on WaysMewhs, U.S. House of Representatives, March 24, 2010.

71 Someanalystscontendthat U.S. imports from China grew rapidly from 2a8004, and slowed from 2005 to 2008,
not because of the appreciation of the RMB, but because of changes to YuSnemiemand relating to

Congressional Research Service 24



China's Currency Policy: An Analysis of the Economic Issues

as fast as -2d0ulrdi npge rtihoed 2(07MEY% pvietres ’sitshaef pRAMR i at i on f
2005 to 2008, the U. S. trade deficit with China
current account defTPEhe adpmprddamicalt iboyn nefartlhye 6RMB
had little’sefoffeataldn tChlhidrea bal ance from 2005 to I
merchandise trade surplus increased from $102 bi
Chi’'snac ur ruenntt saucrcpol us and accumulation of foreign
165% over this period.

The J Curve Effect

Part of the problem in attemptampgr ¢owi atviadm aitse tth
take time (per hacphsa nag efse wi ny eeaxrcshya nbgeef orraet es are 1 e
prices of tradable goods and services, and, henc
balances. An appreciated.BMBtaauled dednwalfl i hwd rhs
valme (demand) of imports from China did not dec]l
s« al ICeudr vle effect ). I't would t akd ctecidmeC hfi mre slé¢. S .

products Ppoilic@bi{ihewe) produotts aeamdothas altdarcmra
demand for C'hlinn easded iitmipoonr,t stthere would be a 1lag t

appreciated RMB on prices of Chinese products, s
mont hs ahead ofanimppraccenetdacusrehtfy |lowered p
could take time for increased Chinese demand to
for them to boost production to meet the new den
corency appreciation to affect the flow of bilat
bilateral trade imbalance (although the size of
because that 1is deter mineedx cbhya nag en urmabteers J)oof factor

The Role of ExchhmgeglRate Pass

Another factor itmghecormdifdert si m meaRdMlBuaavtep theaaldet i on
flows 1is to examine how price changes would be »p
gaihres tdotl l ar, mnot all of the price increase T €851
he U.S. consumer. Some of i1t may be absorbed by
me by U.S. 1imparettans,ecrwholAeSolrBldmegr ttmerttheof La
eMm03 to -20d3Pt Heyeprri ce i1index for 6U%IS. imports f
ompar®% tose 1n import pricpetfot etaomtveinodu8t s
e RMB appreciated%iavanmihhia)JX@HhTrheidsb ¢wodusdl .d7

ggeohl yhat smhblipar pfacerE eGh i n etshea tp rnoidguhctt sha ve

sulted fsr oamp prheec iRaMBi on was pUsfs ed icme st ar. SQotec

= SN - D

o = 50 8 0

macroeconomic conditions.

72 Trade varied from year to year. In 2008, U.S. imports from China rose by 5.1% over the previous year, compared to
import growth of 11.7% in 2007; however, U.S. exports over this period were uprdZ¥8conpared with an
18.1% rise in 2007.

73 The current global economic slowdown led to a sharp reductignSnChinatrade in 2009; both U.S. exports to and
imports from China fell sharply, though imports fell at a bigger. vasea result, the U.$rade deftit with Chinawas
down 14.8% over the previous year

74 Depending on the elasticity of demand for the product, some might be willing to pay the extra price and buy the same
level as before, some might buy less of the product, and some might stop partmagiroduct altogether.

75 Bureau of Labor Statisticémport/Export Price Indexe®ress Release, various issues.
76 The disparity between changes in the RMB/dollar exchange rate and the changes in import prices of Chinese
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completely pessodstmeosght hen

less than 1if they were

consumer demand fo

, all else equal

Figure 9.Index of U.S. Import Prices of Commodities from China: December 2003 -

December 2012
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Source: U.S.Bureau of Labor Statistics.
Note: 2003 is the first available year for data on import prices of Chinese commaodities.
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nery tosChPod. fOuedsthadty olie Appbd
na in factories owned by a Tai wa
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l corporations. Many anal
the past several years (
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of mbheor memiti mar iplr o dAscita m)n
s products that wused to be
X

to the United Stat
Uni f
t hh

ous mul timnat ieodn ably cCohripnoersaet iwoonrsk.
i Pod in China was estimated to

products is even more pronoudoghen changes to the exchange rate are adjusted for inflation. Some of the costs may
have been borne by Chinese producers or workers. Alternatively, China might have been able to boost efficiency, thus
lowering costs, or production could have moved inkahére labor is less expensive.
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each unit (about 3%), and much smaller relative
St afSeosme anal ys tbse ccaounstee nodf tthhaet .hi gh level of i mpo
l arge s hasr ee xopforGhsi,naan appreciated RMB would hav
Chinese exports, and hence have little effect on
foreigmested firms in China faced significantly I
they would move prodstcttcountoyanandherhidow while
with China decreased, t he UowSl.d tirmodree adseef.i c 1t wi t

Underlying Macroeconomic Imbalances Are Unli

By accounting identity, the overall trade defici
and investment, while an overalk tsmnadagsuephts vk
investment . For many -yegwawirsg Chumtar hatthdteemasa thumpg

surpluses and the UsavedgStetuastrlhasthbeehaa taow o
(for more discus$SSHIQ GoLjCsht ihmsaez iofs me, exedhange 1 at e
capital controls may have contributed to i1its hig
fooating exchange rate would eliminate the large
Thus, 1t is likely that the United States would
continue to be a net c¢creditnmirc itfh etohrey RpMBe driocstes 1itn
countinilatsderal trade i1imbalance would either persi
imbalances with third countries.

Di ffering Opinions on Making RMB Appreciatio

As noted eacofilbrS. acoaoambdbmr st $s huanvdee ravragluueedd tchuartr eQG
negatively affected the U.S. and global economie
while an undervalued RMB may have distorted trad
signecant challenge to-aWisS.Chicman,o minrcd itntemrefsarse ,vi
appreciation of the currency by itself would do

X at the Heritagt fFfbaenBMBion cori
tle impact on MW. Yewempl oyment,
nRgubegsthat thee&€hemss yegaser nme
policies, namely s-ubsidies and
onds ommoen o,pchlairepd )y 1 imits 1imports of goods and
mpete with the state sector, which would r ¢
mopreciat ¢&@uarHaen tneoetde srrevenue and economies
ate firms modepsotrltye rcso mwpheetni ttihveey awso uelxd ot her
competitive. The real har m, however, 1s to
The degree of state predominance caf
private and foreddwmc ecrosmpiamia svyi dic@aws
or permanently minor market segments.
on than &% undervalued currency.

—oca~c®vwgono g g
-

= O B T O o O O

77 Communications of th&CM, Who Captures Value in a Global Innovation NetwoikKH & DVH Rl $SSOHYV L3RG
March 2009.

"8 He also argues that reducing the federal budget deficit in the long run is the best way to boosh@mjlogt states
that “in comparative importance, the value of the RMB is a

79 Heritage Foundation, WebMembeadlines and Delay<Chinese Revaluation Will Still Not Bring American Jobs
April 6, 2010.
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X Michael Pettis with the Carnegie Endowment f ¢
similar argument telkacte p@h it rheastfei hpea mecoirnatlm enndts
repré&poliiomies have kept real returns to depos
negative) in China in order to keep real 1 enc
are set by the government finms Mmeshketiabhgiti
stotwamed firms). He states that this constitu
from Chinese households to Chinwesd mpmdducer s,
and @ovpacity by Chinese firms, with much of t
e xopr t e d. Pet t fass cloonncgl uadse sChtihnaat cont inues to st
production growth at the expense of househol
increasing domestic demand®and cutting its 1 e

X A study by the FfedSamlFReseirsveo Bamikt oends t hat
the United States 1is running record trade de
from China relative to U.S. GDP and U.S. per:
relati vVeAlcy osxmalnlg. t o t ke osft whby,dsU.ash.d ismpovritc e s
from China accounted for 2.5% of GDP in 2010,
only 2.7% of U.S. personal exPEmheditures for
study estimated that on average¢teflor every onc
States on a prmddet itih€®Bniha , lgoks]l €ddbr service
supplied in the United States, such as trans:t
result, according to the study, the actual vV @
in nGhitotaled only 1.2% of U. S. personal expe
the level of imported intermediate inputs fr
goods t hatmaadree ilna’btehbed dUSrAai se this level to 1.
argue t halt Rtehsee rFveed eBraank st udy il lustrates tha
China do not mnecessarily displace U.S. workert
a number of sectors) and that RMB appreciatic
the U. S economy.

Winners amd IRdMBerAppreciation from an
EconoBreircs pective

Economists general lieys ofpspuocshe atsh es uubssei doife sp oalnide t r a
interrupt market forces and distort the most eff
f1loatngexcrhiaat ¢ whose level 1is mnot adjusted when e
viewed as s®Thua, dfsomist ipeeercsopreccrhiisvte, adopting a
based curt ¢ kbeey yawawilnd i t uati on for Chengl] obh¢ Uni t
economy as a whole, in the sense that 1t would 1
80 Carnegie Endowmerfior International Peagelow Can China Reduce Its Reliance on Net Exppdiste 24, 2010.

81 The Federal Reserve Bank of San Francisco Economic LeftdfH 8 6 &RQWHQW RAWE&GH LQ &KLQD -
2011, athttp://www.frbsf.org/publications/economics/letter/2011/el2@%1html

82 According to the U.S. Bureau of Economic Analysirgonal consumption expenditures is phienary measure of

consumer spending on goods and services in the U.S. ecpacomynting foabout twethirds of domestic final

spending, and thus it is the primary engine that drives future economic g&eeth.S. Bureau of Economic Analysis

website ahttp://www.bea.gov/national/pdf/NIPAhandbookch5._pdf

8The standard economic model for determining whether count:

cur r e n c gdelaAccerdiny tothis model, two countries can gain from fixed exchange rates if their goods and
labor markets are highly interconnected and their business cycles are closely synchronized. By these criteria, China and

the United States are unlikely tario an optimal currency area.
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both countries (though not necessarily any effec
bel ow) From a policy tpheats pChitmravr e nti undeubvdl bhe da
produces “wicnonneornsi ¢a md bboé hecountries, and therefor
policy would producd¢wi mnenresw ‘adntd hloofisgehrcsa.mn mmi ous f ac
affect global @mwdntomade gfrloovws , l et us assume tha
produces a significant change in trade. What wou
Effect on U.S Exifompernrs toord I mport

When exchange rate policysikcwvasthanhiet RMBulktad be 1
determined by supply and demand, it causes Chine
U. S exports to China to be relatively expensive
Uu. S. goods andester wiicdehs Cthh ante sccom HhMomy soff atl i ¢ i n
affected firms are ®Tohitshe amasnewf atchteu rtirmgl es edcetfoirc.i |
aggregate demand in the -Bhoed exahangd ecdse equh
exports and provide some relief to U.S. firms th

Ef fect on né.rSS. aGodnsCe rt ain Producers

According to econsoneiccontoHmdocrnywe lad suoscuiaeltlyy me as ur e

much it can produce, but how much it <can

consume

of imports from Chisnat oalilnocwse atshee iltnsi tceodn sSutmapttei o n
improvementofimadde $Siemens changes in aggregate sp

a ltomgm perspective, the lasting effect of an un
power of U.SImpomstsmdrom China are not 11imited t
also import capital equipment and inputs from Ch
RMB lowers the price of these U.S. pradunst s, inc
more internationally competurrevacyAcoapprcaiasti @
consumers, lowering their economic wel fare, me a n
goods and services. In addetpaoamnmts fecomkdt haec¢e ubieg
making them relatively less competitive.

Ef fect on U. S. Borrowers

An undervalued RMB also has an effect on U.S. bo
current account deficit with oGwsi nfar,o ma nC hei qnuai vt aol etn
United States, as can be seen in the U.S. bal anc
Chinese central bank or private Chinese citizens
Uu. S. capital invepmmahnht tontpkaeanpland ehan would
investment increases because the greater demand
interest rates, and firms are now willing to mak
Thisreamses aggregate spending in the short run,
the economy in the long run by increasing the ca
8Many such firms contend that China’s currency policy cons

Chinese firms, including low wages, lack of enforcement of safety and environmental standards, sellinggdtelow c
(dumping) and direct assistance from the Chinese government.

85U.S. employment in manufacturing as a share of totalagpicultural employment fell from 31.8% in 1960, to
22.4% in 1980, td.3.1% in 2000, to 8% in 2010. This trend is much larger théme Chinese currency issue and is
caused by numerous other factongluding productivity gains in manufacturing (such as through new technologies)
and the rise of employment in the service sector
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be greater during periods exsft mmbtusdte maman dmi s tgroa
when the economy is weak.

Private firms are not the only beneficiaries of
(trade deficitpsehsomi @i houskhtodde sppending, on g
dublaes and housing, is also higher than it would
United States. In addition, a large proportion o
particularly by the central ©bdanlk.,S.arfee dle.rSal Thrwdg
deficits. According to theaUo$dt rTirlelaisounr yi nDelp.aS.t m
Treasury sMayr20mdakiag of the largest foreign ho

The U. S. federal sbhayrgiI¥i2 da@n8di cFiyt2 Oifinficsrienags ead s har p
increase 1in the amouhadbd osDmlecdh.® gr y hhsislcep etrhien ds twh
Obama Administration pushed China Cthatneppreciate
continue to Wmi,f iwhsie hU®Ch.i nsae «di d

Some analysts contend thats, caulrtrheonucggh caomu 1adp phreel cpi al
exports to China, ’sitneceodiltdo aHwsy U.eS$.s elr eCahsimray s e
push up U. S. iunnt leirkeeslty rvaotresst. clans et hsecenari o, 1f C
securities at a time when the taRe pudgatedefives
reevaluate thwesdrhivhifeawysr eonnt tfhiescal policy.

Net EffecH6. ohcodobhemV.

In the medium run, according to economic theory,
decreases aggregate demand in the United States.
production, away fromobpStfimxmortewasr d ntdhe mpior ms
from Chinese c anpiighalx pfelcotwesd. tToh vosa,v diotmg eriedf dict m o n

aggregate U. S. empl oyment or unempl oyment. As eV
1980s, the U.Sentteddéodefsei whhasunempl oyment wa
was growing) and fall when unemployment was 711s5si
example, the U.S. current account deficit peaked
unempl oyment, ranéd fwabkl 4t 6 %2. 7% of GDP in 2009, w
was 9. 3%.

However, the gains and losses in employment and
be dispersed evenly across regions ahll gactnhors o
while others will lose. And by shifting the <c¢omp
size of the economy would be larger in the long
(although the fenhanne¢ dfuchep ffolroewi gno Americans) .

Although the compositional shift in output has n
empl oyment in the long -mwum,cdrhseag@uenncye sb.e lafd vd.r S .e
trade sector tfhaalnl st hneo rien cqrueiacskelsy i n out put of U. S
aggregate U. S spending and employment could ten
concern if the economy i1is already slukgiyh than

8From 2008 to 2010, Chi neturities incredsedibyn$g73 bilbofi. Hawever.fronT20k040s ur y s
May 2013, China increased its holdings by only $156 billion.

13

8China has expressed concern in recent years over the s af
US.FederalReer ve’s easy monetary policies to boost economic gro
scale purchases of U.S. Treasury Securitieknese officials claim that such policiesuld lead to a sharp devaluation

of the dollar against globalmenciess nd boost U.S. inflation, which could dimin
holdings.
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that government macroeconomic policy adjustment
decline of output in the trade sector by expandi
trade deficit with China (evewiteH the WoSl]l deasne
registering high rates of growth in the past

A Yale University study estimated that a 25% app
U.S. imports from China and lead tongreater dome
increased exports to China. However, the study e
would be offset by lower Chinese economic growth
diminish its demand for 1importsLniamdcddiutdimrg, tthloes ¢
appreciation would increase U. S. costs for 1impor
and real wages), atédrmaune ehegheratieS. ARontresu
25% RMB appreciadvoiesannwgstestiemhfedtton U. S. agegr
and result in a -Hoessss otfheain? holn6e® U%Sofjt)gngal Uu. S.
Analysis by the IMF suggests that currency appre
benefiet gltodbatth economy (including the U.S. econort
greater Chinese consumption and an expansion of
RMB appreciation would boost U. S. economic growt

aprpeciation plus other reforms for rebalancing t
over UTheé % ame study also estimated that a 20% R
Chinese economic grtoowt8h. 8%, awhrialnegpec eonfb 820 i0n% R MBh
reforms fgrcowvbdlhavena range of outcomes from b
it by 2%

ChimaPerspective and Concerns
Growth and Stability

nese officials argue that their currency poli
tead to foster economic stability through cur
ersmgotls of using exportisnase awovnkemns Pprd vt @
in order to gain -howes{ThetoChenbhael ggyenntehkht
mber of occasions -ttehrant gcouarlr ewnhciyc hr ewfiolrlm bies iam:
ually. Officialisnthearvnea tsitornoanlg lpyr ecsosnudreemnteod i n d
currency, arguin’g“tolatr’etiiolg nitnypt leernffeenrte si twsi tohwnCh
omic pol(itchClmgynedfa POOthwas Wemodtiadaby Chines
o mept lhasitonmen c ount r i e §s daepnparnedc itahtei oynuua nwhi l e pr ac
e protectiomiemfagnrniand gshideavellyoopmemtt.s Chin

“+® 0 0 ® T = A

= » o o= go s =

©C 0D —< ®w o~
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o

ite the Chi meusnee rgouvse rpnlmedngte s on ¢ uerwheantcy 1 e f
iously. Chinese officials view economic gr oWw
appear very rteluctant to implement policies
spread unempl oyment, %lhn cahd diotuiladn ,c aGibsien ewsoer koe

= v
anhi =i VN ¢
o c cwm
0w 35 Ao s

88Fair,RayC. * Estimated Macroeconomic Effects Of A Chinese Yuan A
Paper 1755March 2010.

89 nternational Monetarytnd, SHRSOHYTV 5HSXEOLF RI &KLQD July ZDUIWB&EOH ,9 &RQVXOWDWL|

9 There have been numerous reports of labor unrest and strikes in different parts af @@itGamainly over pay
issuesChinese officials are concerned thatagpreciatio of the RMB could induce Chines&portproducers to try to
hold down wages to remain competitiee could force them out of businesgjich couldlead to more job losses and
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reject assertions bys scounrer eenccoyn opnoilsitcsy tuhnadte rCnhiinneas
economy or that a sharp appreciation of the RMB
Instead, they contehde¢ promdobhing thpidoddomseigni f
undertake to promote global econormibcg 1r3e8c o8vWe riyn. T
2010r (bhe previousid@hrtwhioaold dboynt2B83i ®&%t ed to gl ob
recover yeamhahoSwertyher note that export growth i
was significant Isye)bJXIUHM nh iasdtdoirtiico nr,asttehse y( not e, C
mer chandise teraade yseh P dfer bolhfuctled 3 , Xinhua ¢l aimed
the yuan was nearing %quilibrium against the dol

Figure 10. & KD QJH L Q E&ddé Rldwvsy200 0-June 2013
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Source: Global Trade Atlas using official Chinese statistics.
Note . Data for 20002012 are annual changes. Data for Jardane 2013 are yeam-year changes.

The Effects of an Undé&esr ExlomeodnyRMB on (

I'f the RMB isavimddrhwaldwdd awvi,s then Chinese export
likely less expensive than they would be if the

Chi'maexport industries. Eliminating exchange 71 at
the attractiveness of China as -oar ideenstteidn aptrioodnu cftoir
facilities. However, there are a’snambpertofrpwthn

strategy and currency policy.

X Overdependenced ofni xeexd oirntviensgt nfeannt r el ating t o
inflows made China particularly vulnerable t ¢
sl owdown. Analysis by the IMF estimated that

provoke more unrest.

91 Some recent media reports indicate that data on the level of Chinese exports in 2013 may be overstated because some
entities in China may be filing fake export invoices in order to transfer capital to China.

92 Xinhua News Agency, June 7, 2013hép://news.xinhuanet.com/english/indepth/2@E307/c_124830356.htm

Congressional Research Service 32



China's Currency Policy: An Analysis of the Economic Issues

tradable goods plus neovexp660%Ws oGDEbBi her acc«
growth from 2001 to 2008 (up from 40% from 1¢
significantly -7hicgohuenrt rtiheasn (i In6 %)h,e tGhe euro are
rest of g?\sia (35%)

X An undervalued currency magkeGhimpoeatffSi mms e e
that i1import parts, machinery, and raw materi e
Chinese exporting firms (many of which are o7
corporations ) aetx ptohret ienxgp eCnhsien eosfe nfoinr ms . This
theoesm efficient allocation of resources 1in t
mi ght go to other sectors, such as the servi

sector.

X I f one considers an undervalued currency as ¢
Chinagcin effsubsidizing American living start
are less expensive than they would be under 1
l ower s’s Ctheimms—thft teadd of imports that can be
expdfChineseonithee ppsahye rmohraendf or tradable good
only because imported goods are more expensi:
undervalued currency entails, but also becau:
as well Rather utsleasn tws puirtchatsrca g odsr mInd s e
abroad, China 1s forced, because of 1ts need
put a large share of its foreign exchange hol
earn a relatively low return.

X The wuse dofsyastpeenggger eatly |l imits the ability o
use monetary polilcfy Ctho nceosnet rboaln kisn frlaai tsiecodn i nt e
an effort to control inflation, overseas 1 nve
China (thmeawngh)iltbegake advantage of the higl
Chinese government has had“hditf fniocnuelyt.y bl oc kit
Such inflows force the government to boost t]
foreign currency nedesds preyg .t E xmpainmdti mign tthlee mtoe
supply contributes to easy credit policies bj
overcapacity in a number of sectors, such as
such as i%l nr etahle epsatsatt,e .t hasChirnesde tgowsenme n't
administrative controls, with limited result:
overcapacity 1s believed to exist. In effect,
Chinese government t-mautkieli £é¢ namef fhilcpodt cd ®c
credit allocati em,s erda tshyesrt etmh aath aat mvaoruk edt pr o mo
efficient allocation of capital

Al t hough a r e Bsa leacnocnionngy ,o0 fi n@hliundai n-ga ¢ bd edopeénowu,
would likely entail qilgwi wioaddt |d-tked it pemtdfuces tl &
the Chinese ecointoncyoaulFdb:r example

wo, Kai and, t ustaina orking Paper, August .
BG i d,W &I§ laQ DNF owth S inabléMF Working Paper, Aug 2009

94 The ultimate goal of trade is to obtain imports in exchange for exports. The more imports a country can obtain from a
given level of exports, the better off 1t is materially. C
boost jobsn exportoriented industries. However, Chinese consumers are made worse off.

% The government can and has attempted to sterilize the increase of the money supply by forcing state banks to buy
and hold government bonds.
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X Boost sChtientam of trade by increasing the 1evel
purchased by its exports,;

X ncrease economic efficiencydi(raencd ihnegnce e c on o
resources away from inefficient (and often s1
those that are more efficient and competiti Vvce

X Lower prices for imported goods and services
economy to greatcmsgllobvelr i mgmpetiicteisonf,ort cons
improving Chinese living standards;

X Improve the efficiency and competiveness of m
(including those that produce only for the dc¢
for 1imported ailnsp,utasn,d rnaaw hnianteerryi, thus boostin

X Expand the ability of the government to use n
and to allocate capital accordbagedo its mos:t
credit system;

X Hel p all e visaptaer itthiee sl aorfg ee cdoonomi ¢ devel opment
regions of China (as well as growing 1ncome ¢
have been drivenexpopargr bdbwt Chstnhnategy and ar
many analysts as paobihigtp; potential risk to

X Reduce or eliminate a major source of tension
trading partners, somedefvahovemdvecewr €hepaand
of subsidt e iaghtberggmal i cies that promote eco
in Chien ae xapte ntshe of growth in other countries.

The great challenge for Chinese leaders, assumin
reform and rebalancing the economy, would be to
growth and j ob dopp orot wnfiftsieets tihne odecl ine of t hos
be able to compete once preferential government
currency) are eliminated. However, some analysts
didudlit for China politically and could take seve
Michael Pettis, ecofhommicn poChicnias would have to i
eca@akieminating the mechanisms tbpnwhfiechi@kiomes & r
seholds to manufacturers will reduce their co
nomy, and i1t wildl sharply reduce the power an
al go¥Onnmhetet hédsecbandy Bhsnsonsistently gen
wth rates mnear 10% in recent decades, making

for the RMB an
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If the Chinese were to allow their accutrorresnciyn t o f
the market based on the supply and demand for Ch
and assets If the RMB appreciated as a result,
U.S. producers who compeltat ewrialh ttrhad e¢C hd enfeiscci.t Twace
decline (but not necessarily disappear). At the
longer purchase U.S. assets to maintain the peg.
government, woul d mdewr sn etead ftion afn med tnleewi 1l eborr owi

9% pettis, MichaelSharing the PainThe Global Struggle Over Savingsarnegie Endowment for International Peace,
November 2009, p. 7.
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the United St

iwoupdrchadue e,

ates would risesedhist
residential investn

capital investment, housing (

invemntt nsepending wouwhd séedecofthhel dJng. capital s
Uu. S. economy. In the present context of a 1 arge
sudden decline in Chinese demanderf oprurlt.hSa.s iansgs et s
assets to influence the exchange rate) could 1ea
potentially destailize the U.S. economy.

If he relative demand for Chinese goods and ass
fhoing exchange rate would depreciate, and the e
rates fluctuate in vafue frequently and signific
A move to a floating exchange rate is typically
thatalcmeshnpryvate citizens from freely purchasin
Chinese government maintains capital controls (a
opposes a floating exchange ratfd) wbewoad de riets ufl ¢ a
such controls were removed. This might occur bec
the potentially insolvent state banking system a
enough, a banking ktisnd dauvlChimauvsceoutl de relsamatin
depreciate rat®dr thlianoapmreeidat¢he output of U.
competing firms would be reduced below the preva
woul d lpialkhdly lamx other words, the United States Wwc
it would now be private citizens buying U.S. ass
could attempt to float 1its exclanga rtlatas twhieclme on
This solution would eliminate the possibility ¢th
private capital outflow. While this would be unu
more difficult ptiot ailmpcoosnet reoflfse,c thiovwee wear , since th
of fer a much greater profit incentive for evasio
Another possibility is for China to maintain the
nominal exchange 71 ated aodvjeus tt iamse itnhfel arteiaoln rraattee sw
diverged The Chinese central bank acquires fore
surplus. As the central bank exchanged newly pri
risewdltdnghe money supply until the real exchang
marke®™Thasewould cause the U.S. bilateral trade

97 For more information, se€BRS Report R40770,he Sustainability of the Federal Buddpeficit: Market Confidence
and Economic Effectdy Marc Labonte

98 Some economists argue that skterm movements in floating exchange rates cannot always be explained by
economic fundamentals. If this were the case, then the floating exchangautdtbecome inexplicably overvalued
(undervalued) at times, reducing (increasing) the output of U.S. exporters and U.S. firms that compete with Chinese
imports. These economists often favor fixed or managed exchange rates to prevent these unexplctinatibe $lu

which they argue are detrimental to U.S. economic-txihg. Other economists argue that movements in floating
exchange rates are rational, and therefore lead to economically efficient outcomes. They doubt that governments are
better equippedtidentify currency imbalances than market professionals.

®This argument i

s made in Morris Goldstein and Nicholas La:

Financial TimesAugust 26, 2003. Alternatively, if Chinese citizens proved unconcerned ledeping their wealth in
Chinese assets, the removal of capital controls could lead to a greater inflow of foreign capital since foreigners would
be less concerned about being unable to access their Chinese investments. This would cause the exithange rate

appreciate.

100To some extent, China can reduce the effects of the accumulation of foreign reserves on the money supply through
credit controls, although this is unlikely to be completely effective.
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of U. S. e Xp
occur over

None of the
country wit
surprising

ocdmpoet amg fi i mpmg .t Tjhuisst meenatl weoxuclhda nognel )
time, however, and pressures on the LU

solutions guarantee that the bilater
h a high esda Witmg ersaties, aancd utnke yUmwi t h
that their overall trade balances wou

$SSHQGLfcusses, many economists believe that the:
underlying macroeconomic 1imbalances persist. At
countries to run persiséecefildbytimpatzoabhedgerndtese
continue i1its <ombihabbponaafl FTewid productivity g
reducing export prices in yuan terms, 1ts export
grow regardl ees sr aotfe trheeg ienkec,h aansg evi denced by the
from 2005 to 2008, which did not lead to any red

Concl usion

Congressional dsonccuerrrnesn coyv epro IChciynadat atbéachket o at
the RMB has appreciated significantly against th
real basis thr osugdhurruert 2d0cl3auCthisnmr pl us as a pe
and as a percent of GDaPnt lhya si m hraeapdmnyt dyecadrnsn.e dl i
evaluated the RMB to be substantially undervalue
estimated to be moderately wundervalued. These fa
i mportancdse coufr rCchmienyaapphkioyity trade®linssue for so
addition, China has become viewed by some Member
intervening to hold down the valwue of their curr
policies dcdondbmyshavdel €d s ome Members and U.S. b
of manipulating i1ts currency. Finally in recent
and practices have been identified by some Membe
economic interests.yb®ireBlee dUncBireafidee &feicreestes and b
confidentijalextmdwmyimad i@monomic |l osses 1incurred b
intensive firms from Chinespeeritnyf rriingghstnse,n ta nodf Ch.iS
widespread use of industrial policies to subsidi
and investment barriers to limit foreign market
The lingering effects of thea Eluabgple @madn o rhiec Usnli d
States) have suppressed g¥Dlbeal Warelmha nRla nfko,r ICME,n eas
global economic i1institutions have warned China t
levels of gross flaegdelnvbygtmaeany, cfedancpdlicies
may ultimately sosrifomashyiwdabkertOhi by significar
nomer forming loans. They have urged China to 1 mp
cons umpt ino ns otulrec émaodfc oGhhoitmniac gr owt h and to el imina
markets from determining the most efficient allo
economy in order to ensure that heal RkeY oeamonomic
of the financial sector ;deitreclmi dniendg etxhceh aandgoep triaat ne
would likely play a critical role in this proces

101 Others in Congress, however, continue to view thgeland growing U.S. trade deficit with China, and the loss of
U.S. manufacturing jobs, to be largely caused by China’s ¢

102 From JanuamMay 2013, U.S. imports from China were up by only 3.1% yweyear.
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make such reforms and haset on f°%Fatrc eedkchampnluemb edru roif
the July 2013 S &ED, Chinescecoaffnoarale wmpledenha
to boost pri,satd aengsamptiingnsocial security and
percentage pcoailn tssp eonfd itnogt ably Tfitihsei mmlde mdn 24DtliSon of
comprehensive economic reforms and a rebalancing
likely lead to a s i glnhiifniac acnotmmempcrioavie meenlta tiino nlg.. S .|
l ong asestehegoCvheirnn ment continues to maintain a ma
would be assumed by many analysts to be under val
conditions. If the RMB were allowed to be traded
gowmenre nt, then the exchange rate of the RMB agai:i

more I|Ilikely be viewed as being determined by mar

1035eeCRS Report RL33534& KLQDTV (FRQRPLF 5LVH +LVWRU\ 7UHQGV &KDOOHQJHV DQ
States by Wayne M. Morrison.
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Appendix.I ndi cators of U.S. and C

I mbal ances

The issue ofomebagraoawifhgbygcbath the United State
focus ofhihe Bt8ategic and Economic Dialogue (S
A joint statement i1issued at the May 2011 S&ED me

Since the second meeting dfet Strategic and Economic Dialogue in May 2010, the
economic recoveries in the United States and China have strengthened due to continued
forceful stimulus measures undertaken by both countries, contributing to an improving
outlook for the global economylhe two countries have also made progress on their
commitments to promote more sustainable and balanced growth. To secure these gains and
address potential challenges to the global outlook, we pledge to enhance macroeconomic
cooperation to ensure that thiebal recovery is durable and promotes steady job growth,

and to firmly establish strong, sustainable, and balanced gtétvth.

The global financial c¢crisis and subsequent GDP d
new scrutiny by “gniaonbya le ci'dmmoameidsntcse soef di sparities i
investment levels among various countries (1. e.

b

relative to their investment needs), and subsequ
(.ie., countries where domestic savings exceed in
where domestic investment exceeds saving run cur
States are not uni quel aipna nhya vGienrgmntnhieassea niAmoatlha nc e s
countries are other examples of high savers, whi
other examples of high borrowers. Nevertheless,
particular scrutiny biezauSthoy’'sd hewior Haaegesltde ov
economies) and the relative size of their saving
also claim ¢hahaiChe nmate policy 1s preventing ot
adjusting, berrascathosewcbbnng to allow their ¢
export market share to China unless the RMB appr
Many economists contend such imbalances were a n
sl owdown For esxammhlas IKChghasatvtomaned their mone.)
the United States, which helped keep real U.S. i
the U.S. housing market and subsequent financial
(esddgia hose in Asia) heavily relied on exportir
thus were significantly impacte d®Awhean rgelsoublatl, de n
many economists have called for elddonmmamiocr restruc
economies, especially the United States and Chin
take time, and 1f not we 1 1 coordinated, could de
example, 1if low savingheounsanvengatrttaempietg.1inbry
government budget deficits) at a time of high un
simultaneously increase their consumption, then
unempl oyment nt d hrei shofrur trivenr i

104.S. Department of the Treasury press relg8isied Meeting of the US-China Strategic & Economic Dialogue
Joint U.S-China Economic Track Fact Shektay 10, 2011. Available dtttp://www.treasury.gopresscenterpress
release$?agestgll70.aspx

105For an overview of this argument, $8anchard, Olivier and Gian MariaMileBie r r et t i , “ Gl obal I mbal a1
Mi dstream?” 1 MF ,Becembef22P2009.i t i on Not e
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This section provides an overview of some of the
the United States and China thantd kExwemimlesyadad a hr
has been any rebalanciomgmbystha WeSendndge@hisnese

Current Account Balances, Savings, anc

The level of U. S. gross savings 1is far below tot
States must borrow capital abroad to snmewitngs s in
minus gross investment (from domestic and foreig

bal a%Naet.i ons that do not save enough to meet dom
account deficits and those thae¢stsmeoret moure ¢ hmmet
account %lunr pAOuiskes .ratio of U.S. g r onsesn td owmess t i ¢ s
773%, the 1owesst manjoonrg etchoen owmwirklsd. t WO 1t dhtei w tther @l
was %06 STPEOH $

In nominal dollar terms’s taegdant tedrcSdnti as Qhad@n t
at $413ion, whilesfihireamthad ctohudmitl duglPgKdblebat $19
). These bal annicfeisc awetr ea sa-3a§ods thearrget hoef WDiIPt3e d St at e

or Chi)lhnJXUMH%Seo nife e balhmesi tgaken amlda afa kgt ohgl
recession. The U. S. curmemnhtascqa@mﬂ(t 6d 2% dint 2D D
domestic investment spending h¥®Fnfaddeniend the
federal budget deficit as a percent of GDP fell
projected tondER¥20h2, tocdo0di ng to the "™Wongressi
What remains to be seen is how much of this reba
t he U. S.r eetcuormmosmyt o ,fuaddd empw omuneln Tlod 6 MF i pr pje @ anta
Chnis current account balanceves &hpeneznhtsok GDP
in 2018, but still significantly lower than 1ts
account deficit as a percgm®owof oGDBP 5%s opgr &DPc i ad
much lower than i1its historic peak of 6.0% in 200
Despite the rebalancing that has already taken »p
country to have reached a posfoionthhatatise 59960a
United States had never had a currenfs account de
reduced current account surplus and the diminish
years.,s @Ghlitnahol di ntgss aonfd ftoreeilg.nS.asmet foreign deb
Likewise, t h és dceucrlriennet ianc cCohuinmnta s ur pl us was cause
Chi'maexports than imports duriwhethwowbdWwddede e
growth pickeawvth esrgipsries alnedvel s, that trend could
106 The current account balance is the broadest measurementof gcountr f i nancial flows. It incluc

trade in goods and services, net income (investment income and compensation for overseas workers), and net unilateral
transfers.

107 A current account deficit also reflects that a country consumes morg firaduces, while a current account
surplus indicates that a country produces more than it consumes.

The U.S. current account deficit as a percent of GDP fell
percent of GDP fell each year from 20@72009.

109 Gross private savings as a percent of GDP rose from 14.2% in 2007 to 18.2% in 2010. Source: Bureau of Economic
Analysis.

110CBO, Updated Budget Projections: Fiscal Years 2013 to 2023y 14, 2013, at
http://www.cbo.gov/publication/44172
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Table A -1. Ratio of Gross National Savings to Gross Investment and Current
Account Balances as a Percent of GDP for Selected Major Economies: 201

2

Gross National Savings/Gross

Current Account Balance/GDP

Investment (%) (%)
United Kingdom 75.5 -3.5
United States 77.3 -3.0
Canada 84.9 -3.7
India 84.9 -4.8
Brazil 85.7 24
France 88.1 -2.4
Indonesia 92.5 -2.7
Mexico 96.7 -0.8
Japan 104.8 1.0
China 105.7 2.3
Russia 115.7 4.0
South Korea 116.3 4.3
Germany 134.9 6.3

Source: Economist Intelligence Unit andternational Monetary Fund

Figure A -1. Chinese and U.S. Current Account Balances: 2000 -2012
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Figure A -2. Chinese and U.S. Current Account Balances
as a Percent of GDP: 2000-2012 and Estimates Through 2018
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Source: International Monetary Fund.

Gross statevotnal ikevel ofi dolmeditng pnrivvmngmeg ntc.or por a
Savrepgresents income that is not consumed. Physi
equipment céinomedbédtmaancedo®Ovdorehgnptasmavi ngver al
United Stateenbaeof mahatbhowmetesti geosstoetaavliagationa
percent of GDP) among developed cowontstdes, while
hi ghest nartaitoensa.l Fsradvhi ,nlgd9 8t t gm d B ss amwipnegr cent of G
declined f&4%m WB i Bs€& r€obsien af r @30 3 7Hld8XUHBH B. $.

gross savingDPs imcperncsendt oowfer the next three ye:
Chinese gross savings levels have declined over
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Figure A -3. Gross National Savings as a Percent of GDP for China
and the United States: 1990-2012
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Source: Economist Intelligence Unit.
Notes: Aggregate national savings by the public and private sector as a percentage of nominal GDP.

Chinese Investment and Consumption Relative

As indi)bdXUHI $ClBi ga oss investmenovtsasfrnome2be@®% oI
1990 to2404890% thnghest of any maj or. ercaotneo nwya s( i n ¢
12.2t%he lowest among ths majvestamecmnomise ) peCliema
46. 1% in 20p2ive@hengonsumption as a percent of (
35.4208HMhe lowest among anyUm3,jorateonmm¥0Wwhwd =
which was the highest among the major economies)
GDP was 35.7% in 2012
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Figure A -4. Chinese Private Consumption, Investment, and Gross National Savin

gs

as a Percent of GDP: 1990 -2012
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Source: Economist Intelligence Unit.
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Figure A -5. Annual Growth in Real Chinese and U.S. Private Consumption:
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Source: Economist Intellignce Unit.
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Many analysts contend that, although Chinese 1ab
several ybtwaargse,s vhoarvkee rnsot kept pace with those pr.
lack of worker rightsantn Whikarnrs ewlpe cti-add yt d oxe @
intensive, export oriented, manufacturing. Rat he
largely accr udc nt oa didhiitnieosne, fbiercmasu.s e t he Chinese

contr ol sowtnf lcawsi,t adhinese households are 1imited
their savings. Most choose to deposit their savi
rates are set by the central goversnmlenpto s iatnsd aorfet
below the r(astdleI ¥OUH $nfChaneoenrn depositors faced neypg
in 2004, 2007, My, eZ0Oh®Omiand 2ZOhtend that t hi s
effort by the central government to keep the cos
fixed investment), but that this comes at the ex
depoantactual, yt hhwss ef ovracliureg t hem to save more of
of health care, retir.ement, and other Il arge expe
Some have conclcaundterdo Itsh adn Ctha mlk sient erest rates ha
househol ¢d ompampitng@m t hat would have besn expectc
economi ¢?Agsr ol mtdhi )& dX WHIC$hiasp er sonal disposable incor
of @BRlined from 56. 5% ndiicaa@gh0a2t t@h i4n8e. s9¢% hi onu s2e0h0I1,
not benefit a’s muohofisomgthheiwh s eac t oTrhsa to fr atthee feeclol
to 48.5% in 2010, but increased to 49.4% in 2011
Many economists contend that the goal of rebalan
reliance on personal domstumbptibae cannhoal bgouwehne
distortive economic policDasethathfpodbrichHirmiatoe
goversmeowntrol over’smbamhkofhgtbgscemntry

111 This is not to say that Chinese wages have not gone up in recent years. From 2003 to 2012, real wages increased by
153% or an average annual increase of 11%. Soklde:

112 Chinese house consumption is also repressed because of the lack of an adequate social safety net. This forces them
to maintain a high rate of savings in order to pay for
have a pasion).
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Figure A -6.Chinese Per sonal Disposal Income as a Percent of GDP: 2001 -2012
(X9
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Source: EIU database.

Figure A -7. Chinese Real Deposit Interest Rates: 2000 -2012
(percent)
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Source: Economist Intelligence Service.

Notes: Interest rates on one/ear deposits adjusted for changes in the consumer price index.

Sources ef E€Ebhnonmi c¢c Gr owth

The sourcesrodl CGDR agh2dIatrhe fsrhydmVXVUHG oss fi xed
investment (some of which is linked to tradable
GDP gr owituhc ho hoefs period. The sharp @arppwtalr si t of i x e
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quest imasedi thei quadtimegntofe Cthamtas
ility of local government t o
ctmpodThance of dcavdmiavgsowmehto

that rebalancing the economy, promoting
income disparity (such as boosting wages)
and expanding social welfare progr ams
major priorities. Siudceh ap osliigeniiefsi,c ainft

r spendinghi Baeedcoah €bomemic model,
ignificant rebalancing of the Chinesece
concetsngnmarhatrtapdasngChphaomdaners, such as

o experience more rapid economic growth,
e which Gowgloddhedinsneatr fgeo mCHiodd owi ng

b
neomses$er

§ toebplancing of the economy.

Figure A -8. Chinese Real GDP Growth and Sources of GDP Growth: 200 6-2012
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Source: Economist Intelligence Unit.

113The last time this occurred was 2000.
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